
Decision No. 748J5 

BEFORE THE PUBLIC UTIL!TIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
CALIFORNIA WATER SERVICE COMPANY) ) 

a corporation, ) 
for an order authorizing it to increase ) 
r~tes charged fer w~tcr service in the ) 
B~kersficld district in order to offset ) 
(a) the increase in federal income taxes ) 
resulting from the lO% surcharge imposed ) 
by the Revenue and Expenditure Control l 
Act of 196$ ~nd (b) the increase in 
Ca11forni~ franchise taxes =esulting 
from the 1-1/2% increase in the tax rate ) 
imposed by the 1967 ~endment of the ) 
Bank and Corporation Tax Law. l 
And rel~ted proceedings involving other 
districts: 

) 
) 

Bear Gulch district ~ 
Broadmoor district » 
Chico district 
East los Angeles district ) 
He=mosa-Redondo district ) 
MaTYs~lle district ) 
Oroville district ) 
Salinas district ) 
_v_is_a_l_i_a __ d_is_t_r_1_c_t ______________________ ~ 

o P ! N ION ... -.._----

Application No. 50403 
(Filed July 18, 1968) 

Application No. 50404 
Application No. 50405 
Application No. 50406 
Application No,. 50407 . 
Applie~t!on No. 50408 
Application No. 50409 
Application No. 50410 
Application No. 50411 
Applica.tion No. 50412 
(Filed July 18, 1968) 

Ap~11cant Californ1a Wate~ Service Company seeks authority 

to incrc4.se rates for water service in ten of its distr"icts to off" 

set the effect of increases in income tax rates since the last'rste 

proceedings in those districts. 

Service A~eas ~nd Rates 

Applicant o~~s and o~erates water systems in 21 dist=icts 

in Californie. Th~ ~ztems covered by th~se ~~n applications have 

each hsd water rates revisee fai~ly recen:ly~ cfter com~rehens!ve 
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A. 50403 et al. ms 

reviews of the utilityT~ operations in those districts based upon 

evidence presented at public hearings. The effective dates of the 

present rates, together with the $u~ch&rgepercent~ges now pro· 

posed, are set forth in Table I: 

TABLE I 

PRESENT SCHEDULES AND PROPOSED SURCHARGES 

District Tariff Schedule No. E££~ct1ve Date Surcharge 
Bakersfield 

Bear Gulch 
Broadmoor 
Chico 
East Los Angeles 
Hermosa-Redondo 
Marysville 
Oroville 
Salinas 

Visalia 

BK-l, BK-2R 
CR-l, CR-2R 
BG-l 
BD-l 
CH-l, CH-2 
EL-1 
HR-1 
MR-1, MR-2Rlf 
OR-1, OR-2R##, OR-3M 
SA-1 
SA-1LC 
VS-l, VS-2R 

*Rates of predecessor continued. 

6-19-67 
3-1-66* 
5-10-68 
5-10-68 
6-19-67 
7-19-68 
3-1-68 
7-1-67 
8-1-67 
1-1-68 

12-9-67* 
1-1-68 

#M1nor addition to special conditions, 8-16-67. 
##Minor addition to special conditions, 9-20-67. 

3.50% 
3.50 
2.24 
2.33 
2.87 
2.85-
2.00 
3.16 
3.28 
3.12 
3.12 
2.52 

Subsequent to the establishment of the present rates in 

the ten dist=1cts involved in these applications, 2 ten perce~t 

surcharge to federal income taxes was imposed by the Revenue and 

Expenditure Control Act of 1968. The surcharge is retroactive for 

the full yea= 1968 and, unless extended, expires June 30, 1969. 

Suboequent to the establishment of the present rates in 

the Bakersfield, Chico) Marysville and Oroville districts, the 

California franchis~ tax rete has inCre3Ged by 1-1/2 percent as & 

result of the 1967 smendment of the Bank and Corporatio~ Tax Law. 

The new rate became effective for tax years beginning with 1967 

.'lndJ> unl:tke the federal surcha.rge, cO:l'i:inues :;.n effect: until 

superseded by further legislation. 
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The ~pp11c4tions show that, depending upon the district 

retio of taxes to revenue, a 2.00 percent to 3.50 percent surcharge 

on bills computed under the r3te schedules listed in Table I will 

be required to offset the effect of the federal income tax surcharge 

and, for four districts, the state corporation franchise tax rate 

increase, and produce the same net revenues found reasonable by 

the Commission in establishing the present rates. Applicant's 

proposed surcharges on its bills will offset only the future effect 

of the tax increases and sre not designed to recoup any of the 

increased taxes on net revenue produced prior to the effective 

date of the increased water rates authorized in this proceeding. 

Discussion 

The courts have long held that income taxes must be 

recognized as operating expenses in setting rates for a regul&ted 

utility. This Commission historically has determined the amount 

of such income tax allowances based upon the tax rates and c~edits 

actually to be in effect. Thus, when the federal corporate t~ 

rate was '.owered to 48 percent from the fo:rmer 52 pe':'cent, the 

lower t~~ rate was the~eafter used in determining utilities' tax 

~llow~nccs fo~ rate-making purposeo. Similarly, when taxes are 

reduced beeause of the "investment tax credit", thic $~"ing is 

passed on to the customers in setting the utility's rates • . 
We now faee the opposite situation, where the utility's 

tax liability will be g~ester than allowed f.or whe~.p=esent water 

rates were este.blished. When those w~ter :-ates have beendeter.:rd.nec . . ' 

8.S :-ccently a.s in th~ dist:::-ic:ts inV'ol'v'cd 'herein~ it is spperent 

that the utility will not. ~chieve the rate of return found reason

eble without additional rate relief. 
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Findings And Conclusions 

The Commission finds that: 

1. Subsequent to the recent establishment of water rates 

for the ten distriets covered by these applications, there have 

been increases in income tax rates. 

2. Applicant is in need of additional revenues to offset 

the effect of the increased tax rates. 

3. The surcharges requested by ~Lpplicant are designed to 

provide only sufficient additional reVE:nue to offset the future 

effect of income tax rate increases which had not been enacted 

at the time the present water rates were established in the ten 

districts involved. 

4. The increases in rates and charges authorized herein 

are justified; the rates and charges authorized herein are reason

able; and the present rates and charges, insofar as they differ 

from those prescribed herein, are for the future unjust and 

unreasonable. 

The Commission concludes that the applications should 

be granted and that a public hearing is not necessary. 

Inasmuch as the increased income tax rates have been 

in effect for some t~e, the effective d~te of the order herein 

will be the date hereof. 

IT IS ORDERED that: 

1. After the effective date of this order, applicant 

California Water Service Company is authorized .to file for the 

various districts covered by these applications ~ev1sed rate 
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schedules Which differ from the present rate schedules in that 

they include the following special condition: 

"Until the 10 percent surcharge to federal ineome 
tax is removed, bills computed under the above 
tariff will be increased by percent." 

2. The districts and tariff schedule numbers and the per

centages to be filled in on the special conditions authorized in 

the foregoing paragraph are: 

District Schedule No. Surcharge 

Bakersfield BK-l, BK-2R, CR-l, CR-2R 3.50'7. 
Bear Gulch 00-1 2.24 
Broadmoor BD"l 2.33 
Chico CH-l, CH-2 2.87 
East Los Angeles EL-l 2.85 
Hermosa-Redondo HR-l 2 .. 00 
Marysville MR-l, MR-2R 3.16 
Oroville OR-l, OR-2R, OR-3M 3.28 Salinas SA-I, SA-1LC 3.12 Visalia VS-l, VS-2R 2.52 

3. The tariff filings authorized here1n shall comply with 

General Order No. 96-A. The effective date of each revised 

schedule shall be four days after the date of filing. The revised 

schedule shall apply only to service rendered on and after the 

effect1ve date thereof. 

The effective date of this order is the date hereof. 

Dated at ___ &n ___ ~ __ c_~_o _____ , California, this ,!~ 
OCTOBER day of __________ , 1968. 
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WILLIAM M. BENNETT" Comm1ss1oner l Dissenting Opinion 

I d1ssent to the treatment by the majority of the surtax 

charge upon ut1l1ty income. Today's order is contrary to the 

intent10n of the Congress in enact1ng The Revenue and Expenditure 

Control Act ot 1968. The nat10n was apprised of a financial crts1s 

by bus1ness and government leaders not too long ago. The nation was 

told that unless some depressant upon individual and corporate profits 

came about that the country would further aggrevate 1ts fiscal cr1s1s. 

AS a deterrent to ex~essive profits and 1n theory further 

1nflation there was passed the 10% surtax charge which was 1ntended 

to apply to indiViduals and to corporations alike. It was not 

intended that public utilit1es particularly should pass on to 

customers the surtax. Note 1s taken of the language of Secretary 

of the Treasury Fowler wherein he stated: 

"The Presidentrs appeal tor wage and price restraint 
applies" of course" to pub~,~.c ut11ities as well as 
to other sectors of the economy. Public uti11t1es 
have had a commendable record of price stabi11ty 
in recent years -- a tribute to the progressiveness 
of their management and skills of their labor 
force" and the concern of their regulatory 
commissions. I am conf1dent that both the 
utilities and the members of State regulatory 
commissions w1ll consider the critical necessity 
of restraint 10 price dec1sions to help preserve 
3nd extena that fine record, and thus, respond to 
the President's appeal. I urge the util1ties and 
the regulatory comm1ssions to cons1der the spec1al 
object1ves of the tax increase and its temporary 
character in examin1ng rate proposals based on 
these higher taxes.. The llU'pose of thls temporary 
tax r1se is to curb price increases bY' moderating 
the growth of purch.8.:>ing power of both 1nd1 v1duals 
and corporations.. Systematic attempts to sh1rt 
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"the tax increase to others 'by raising pr1ces or 
wages would obviously,thwart this object1ve." 

The Feaeral Power Commiss1on has pub11cly stated that 1t 

would not allow rate increases reflecting the tax sur charge unless 

there was a complete ~~d adequate showing of util1ty need. None has 

been made here. 

The Kansas Corporat~,on COmmiss1on in a recent order noted 

that to rule that the ut1lity can pass on to the consumer the 

utility's share of the tax would add to the inflationary spiral rather 

than combat it. And further it would require utility customers to 

bear not only the 1ndiV1dual surtax assoc1ated with ind1vidual and 
-

personal income but would also shirt to the 1nd1v1dual rate payer 

the dub10us task of now paying the pub11c," ut1lit~'s surtax. 

The major1ty opinion tails to d1scuss at all the purpose 

or the surtax and the obllgatior. ot pub11c ut1lities 1n bearing it. 

S1nce the purpose of The Revenue and Expenditure Control Act of 1968 

was to restore pr1ce stab111ty it 1s plain to me that Congress meant 

not only ind1Vidual 1ncome to be affected but more importantly 

corporate 1ncome as well. No exemption was made for pub11c uti11t1es. 

Today's order removes completely trom the public utilities here 

involved and ulttmately thenajor1ty ot Ca11fotn1a pub11c utilities 

the proper responsib1lity of c~rrying the1r fair share of the surtax. 

And it is 1nterest1ns to r~~~ll that among the loudest v61ces urg~ 
the enactment or surtax upon the adm~~strat~on were rcpre~entat~ves 

of the public utility industry of ~~r1ca. 
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The Commiss1on now is not only furnishing Ca11fornia pub11c 

ut1l1t1es an opportunity tor a fair return but the Commiss1on 1s bent 

upon guarantee1ng aga1nst the $l~ghtest dev1ation below authorized 

return desp1te effeets of the nat10nal economy, government policy, 

or whatever. And any knowledgeable read1ng of toaay's order and the 

financ1al condition or the utilities affected makes 1t perfectly 

plain that the surtax effect upon ut1l1ty return here 1s almost 

neg11g1ble. 

The c1t1zen taxpayer 1s compelled to make a monetary 

sacrif1ce 1n the national interest. It 1s not a matter of choice 

1t 1s a matter of law. The leg1slat1ve history assoc1ated w1th the 

surtax d1scloses that such a sacr1f1ce in the judgment of Congress 

was d1ctated by the nat10nal 1nterest. Above and beyond the battle, 

however, immune from even the slightest penny 1mpact and continuing 

to enjoy unl1m1ted eorporate prosperity sit the pub11c ut1l1t1es of 

CalifOrnia by today's order. I for one have no hes1tancy 1n 

concluding that Congress and the nat10nal 1nterest requ1re the 

sacr1f1ce not merely of the 1ndividual but of the corporate sector 

as well. 

DATED: October l5~ 1968 
San FranCiSCO, Ca11fo~n1a 

-3 ... 


